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THE ECONOMIC BACKGROUND 
TO THE BUDGET 


The decline of economic activity around the world has been 
more severe and prolonged than expected. This has put a 
brake on the Canadian economy and projections for its 
growth this year have been scaled down. 


The international monetary system has coped more smoothly 
than expected with massive balance of payments problems 
created by the quadrupling of world oil prices. But large 
imbalances continue, and the overall deficit of the less- 
developed countries which consume oil will get worse this 
year, requiring continued financial help from wealthier 
countries. 


Canada is participating actively in seeking ways to improve 
the longer-term growth and development of Third World coun- 
tries. Canada has also supported a renewed pledge by indus- 
trial countries to abstain from raising new barriers to 
trade, and is playing an active part in far-reaching multi- 
lateral trade negotiations underway in Geneva. Efforts are 
underway on several fronts to strengthen bilateral economic 
relations with major trading partners. 


Government policies and other factors have helped Canada to 
escape the Lull impact sot the U.S. decline. “UiS. real 
output is down more than 73% since 1973; in Canada the 
decline since the peak early in 1974 has been 2%. The U.S. 
unemployment rate is now more than two percentage points 
higher than ours. 


However, Canada is now encountering a large current account 
deficit. Contracting demand in the U.S. has hurt the auto- 
motive and forest industries. Residential construction has 
fallen. Business capital investment remains strong, but it 
is jeopardized by the current economic slowdown, sharply 
rising costs and falling profits. 


Recent easing of consumer prices masks a buildup of serious 
cost increases which threaten to erode the competitive 
position of our industries in both domestic and foreign 
markets. 


Cost increases are most serious in relation to the U.S., our 
major trading partner, whose wage and salary increases are 
much lower than ours, and whose productivity is likely to 
improve more quickly as it emerges from its present deep 
recession. 


POLICY OPTIONS 
BEFORE THE GOVERNMENT 


Today the task of job creation has been made immeasurably 
more difficult by the disrupting and undermining effects of 
inflation. 


Among policy options for dealing with inflation and unemploy- 
ment, the government has rejected categorically the imposition 
of severe measures of fiscal and monetary restraint. Such 
action would deliberately increase unemployment to whatever 
level was required to bring inflation to a halt. It would 
create fear and anxiety, reduce output and lower our standards 
of living. 


Efforts were made to secure a consensus on price and income 
restraints during the recent series of consultations with 
business and labour leaders, provincial governments and 
other groups. The discussions were valuable and these 
channels of communication should be kept open to permit 
continuing exchanges of views on economic developments. 


Statutory control over prices and incomes--the most direct 
response to our present difficulties--was considered. 
However, we can resort to direct controls only when there is 
a public conviction of the need for such action. That point 
has not been reached. 


The possibility of taxing away excessive increases in 
income was considered but rejected as inequitable and 
ineffective. 


The government has chosen to create the climate and set the 
example to meet the problems before the country. It has 
concluded that it must set a $1 billion target of budget 
economies to provide a lead in the exercise of restraint. 
It is taking measures to establish strict control over its 
current activities and programs and to reduce their growth 
over the longer run. Selective measures will also be taken 
to create jobs, assist housing and sustain business invest- 
ment, but without increasing the over-all expansionary 
thrust of government policies. 


THE CONTROL 
OF GOVERNMENT EXPENDITURES 


Non-statutory Programs and Loans, Investments and Advances 


Reductions and postponements will be applied to almost 
all government departments and to many agencies: 


ye $100 million in capital expenditures of the Transport, 
Defence, Public Works, Environment and other 
departments. 


ye $250 million in the grants and contributions of 
External Affairs, Industry, Trade and Commerce, 
Secretary of State and other departments. 


ye $350 million affecting Petro-Canada, the Federal 
Business Development Bank, the Federal Mortgage 
Exchange Corporation, the Farm Credit Corporation 
and others. 


ye $130 million in the planned program expenditures 
of other departments and agencies. 


\& General limitations in consultants' fees and 
travel by public servants. 


Growth of the Public Service 


y& A restriction on salary budgets will reduce the rate of 
increase in public service man-years to 3.1 per cent 
from 4.1) per cent this year. The-restraint will specifi- 
cally not apply to the Office of the Auditor-General. 


yw Comparability of pay and benefits with the private 
sector will be adhered to strictly. But the government 
will not be prepared to grant increases unwarranted by 
any reasonable standard. This may lead to legal work 
stoppages. But resulting inconvenience to the public 
will have to be accepted. Every legal remedy will be 
used to deal with unlawful deprivation of service to 
the public. 


Hospital and Medical Care Insurance 


Costs of both the hospital insurance and medicare 
programs have escalated rapidly to a level of $6 billion 
a year. Cost of the federal half went up last year by 
almost 20 per cent. 


B Intensive discussions are going forward to achieve a 
more flexible and efficient system of hospital insurance 
to provide better services at a lower cost. In antici- 
pation of a successful conclusion of these discussions, 
the government will give the five years' notice required 
of its formal intention to amend legislation and cost- 
sharing agreements. 


B® Legislation will be introduced to place a ceiling on 
the per capita rate of growth of federal contributions 
under the Medical Care Act. The ceiling will be 13% in 
1976-77, 103% in 1977-78 and 83% in 1978-79 and subsequent 
years. This will provide adequately for the servicing 
of a growing population. 


Unemployment Insurance 


wB Legislation will be introduced to strengthen the flexi- 
bility and fairness of the Unemployment Insurance Act 
and to deal with undesirable efforts on work incentives 
and recent changes in the structure of the labour 
market. Amendments will deal with benefit features and 
adjust financing by government, employers and employees. 


MEASURES TO 
CREATE JOBS 


Through Business Investment 


New and broader government initiatives are needed under 
current circumstances to guard against any slowdown in 
capital investment. 


B The government proposes a 5-per-cent tax credit for 
investment in a wide range of new productive facilities. 
It will apply until July, 1977 to new buildings, 
machinery and equipment for use in Canada primarily in 
a manufacturing or processing business, production of 
petroleum or minerals, logging, farming or fishing. 
The credit is claimable up to $15,000 of federal tax 
liability in the year and one-half of any excess, with 
a five-year carry forward of any unclaimed balance. 
Estimated cost this fiscal year is $200 million. 


Through Housing Investment 


More must be done by government to bring housing 
starts to the rate needed in the long run to meet the 
housing needs of Canadians. 


& The existing $1 billion housing commitment of the 
Central Mortgage and Housing Authority this year will 
be increased by $200 million to permit increased 
lending to limited dividend rental projects, new-home 
buyers under the Assisted Home Ownership Program and 
provincial and other non-profit housing agencies. 


oe 


Bw Grants for housing financed by the private sector will 
be increased temporarily; until December 31, 1975, 
maximum annual grants for new owner-occupied housing 
units will be increased to $1,200 from $600; until 
March 31, 1976, maximum annual grants for new rental 
accommodation will be increased to $900 from $600. 


Through Direct Employment 


The government will commit $450 million over the next 
two years to an employment program enabling govern- 
ments, industry and private groups to co-ordinate their 
efforts to improve work skills and create useful jobs. 


w& $70 million will be added to training in industry and 
in educational institutions. 


®& $285 million will be devoted to a new local initiatives 
program operating from November to June in each of 
1975-76 and 1976-77. Emphasis will be placed on muni- 
cipal works and projects. 


w& $60 million will be set aside for the 1976 program of 
student summer employment. 


® $25 million is proposed to finance labour-intensive 
federal projects, particularly in regions where unemploy- 
ment is most severe. 


w® $10 million more will be devoted to existing job place- 
ment and mobility programs. 


TARIFF, SALES AND 
EXCISE TAX CHANGES 


Bw The 5-per-cent sales tax on insulation materials is removed, 
affecting all purchases of insulating materials such as 
double-pane glass, storm windows and storm doors. 


Bw The excise imposed last fall on wine is reduced to its 
previous level. 


& Effective August 1, the existing air transportation tax is 
increased to 8 per cent from 5 per cent on Canada-U.S. 
flights and to $10 from $5 on flights to other countries. 


Bw The budget proposes to reduce tariffs or provide tariff-free 
entry for a number of products. 


PERSONAL INCOME TAX CHANGE 


Bw The budget proposes a tax increase for higher-income taxpayers 
effective for 1975 and subsequent taxation years. The 
maximum amount of the current 8-per-cent credit is reduced 
from $750 to $500, with the result that wage and salary 
earners above the $25,000-$27,000 income range will be 
affected. For example, a married taxpayer with two children 
under 16 and salary income of $35,000 would pay $228 more. 

A single taxpayer earning the same amount would pay $250 
more. 
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DISCUSSION PAPERS 


Two Discussion Papers tabled with the budget invite public 
discussion and submissions on areas of further reform in the 
tax system. 


One of the papers formally initiates a review of commodity 
taxation. It evaluates alternatives to the present system 
and suggests that the federal sales tax be moved from the 
manufacturer's level to the wholesale level. 


The other paper reviews the role and activities of charities 
in modern society and their treatment under the Income Tax 
Act. It proposes changes with regard to fund raising, 
public disclosure of operations, the distribution of funds, 
and the classification of charities for tax purposes. 


Both papers stress that the government is not committed to 
the proposed changes and that it welcomes comments and 
Opinions on all aspects of taxation in the two areas. 


Submissions on commodity taxes are invited by December 31, 
1975 and on charities by September 30, 1975, to: 


Department of Finance, 
oO” Eloin Street, 
Ottawa, Ontario. 

K1A OG5 
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OIL AND GAS PRICING 
AND CONSERVATION 


The policy of a single national price for crude oil well 
below international prices has saved Canada from a harsh, 
one-step adjustment to the forces of the world market. But 
a phased adjustment toward world prices is necessary to 
provide for our future supplies and to conserve the use of 
this scarce resource. 


B The budget announces that the price of crude oil and its 
equivalents will rise by $1.50 to $8 per barrel on July 1, 
1975. The industry is asked to refrain from increasing 
product prices for an additional 45 days while inventories 
held at the existing crude oil price are used up. 


ye On November 1, 1975, the price of natural gas in Alberta 
will be established on the basis of an increase at the 
Toronto city gate from the current price of approximately 
82 cents to $1.25 per 1000 cubic feet. 


Action is required to close the gap between the payments 
required to hold down the cost of imported oil for eastern 
consumers and the revenues from the charge on oil exports to 
the U.S. 


& To deal with this financial problem and to encourage immediate 
conservation, the budget proposes a special excise tax of 
10 cents a gallon on gasoline for personal use. The tax 
will be imposed on producers and importers of gasoline, and 
refunded on gasoline used for farming, fishing, construction, 
mining and most commercial transportation. Refunds of the 
tax to such users will be provided on the basis of certificates 
submitted to Revenue Canada. 


The increase in the price of crude oil is equivalent to 
about 5 cents per gallon in the wholesale price across the 
range of products. This will be reflected in the retail 
price at the pump together with the excise tax of 10 cents. 
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CHANGES IN RESOURCE TAXATION 


Changes are proposed in taxation arrangements for the 
petroleum and mineral industries to better recognize pro- 
vincial resource levies in the tax system and to offer more 
incentive to those who explore and develop in Canada. 


B Effective January 1, 1976, the 50-per-cent rate of corporate 
tax on production profits and the extra 15-point abatement 
of federal taxes will be replaced by the 46-per-cent rate 
generally applicable to corporations. At the same time, 
in recognition of provincial resource levies, a resource 
allowance of 25 per cent will be deductible from production 
income, calculated after operating expenses and capital 
cost allowances but before interest expense, exploration 
and development and earned depletion. Corporations which 
increase their exploration budgets will find their tax is 
reduced under the new system. Those who do not explore and 
develop will face an increase in taxation. 


GOVERNMENT OF CANADA ANNUITIES 


wB Legislation will be introduced to increase the rate of return 
on existing Government of Canada annuities, which are held 
by more than 270,000 Canadians. This will bring the rate of 
return closer in line with private sector plans and increase 
benefit payments. 


The budget also announces that the sale of Government of 
Canada annuities will be discontinued. 
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HEALTH FINANCING 


The budget contains two government announcements on 
the two health insurance programs whose costs are shared by 
federal and provincial governments. They 


- give five-years' notice to the provinces of the 
intention to terminate existing agreements with the 
provinces under the Hospital Insurance and Diagnostic 
Services Act; and 


- through an amendment to the Medical Care Act, propose 
a ceiling on the escalation of medical care costs for 
sharing purposes in the fiscal years 1976-77, 1977-78, 
and 1978-79 and subsequent years. 


Notice Under Hospital Insurance and Diagnostic Services Act 


Under the Hospital Insurance and Diagnostic Services 
Act, enacted in 1957, the federal government: 


- shares with the provinces the cost of providing basic 
insured in-patient and out-patient services in acute 
and chronic treatment hospitals, in accordance with 
certain principles such as comprehensive benefits, 
universal coverage, and availability of benefits under 
uniform terms and conditions; 


- contributes to each province 25 per cent of the per 
capita cost of in-patient services in Canada and 
25 per cent of the per capita cost of in-patient 
services in the province, multiplied by the average 
number of insured persons in that province; 


- contributes to insured out-patient services in each 
province in the same proportion as for in-patient 
services. 


Formal agreements exist with each province which 
specify the services, facilities, financing and administrative 
arrangements covered by the agreement. Section 7 of the Act 
provides that the agreements continue in force "so long as the 
provincial law remains in operation and the province continues 
to give full effect to the agreement or until the expiration of 
five years from the day on which notice of intention to terminate 
the agreement is given by the Minister, with the approval of the 
Governor-in-Council, to the province with which the agreement 
was made". 
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Ceiling on Medical Care Expenditures 


The Medical Care Act was passed by Parliament in 
December, 1966, and began to operate July 1, 1968. All provinces 
and territories now participate in this program. Under the Act, 
the federal government: 


- contributes to each participating province half of the 
per capita cost of all insured services furnished 
under the plans of all participating provinces, multi- 
plied by the number of insured persons in that province; 


~ requires that participating provinces have medical 
care plans meeting four federal criteria relating to 
comprehensiveness of benefits, universality of cove- 
rage, portability of benefits, and administration by a 
public authority on a non-profit basis. 


All medically necessary services of physicians must be 
included as benefits. Unlike the hospital insurance legislation, 
no formal agreements with provinces are required. 


With the ceilings proposed, federal contributions on a 
national per capita basis for Medical Care are to be limited to 


= 13 per-cent for 1976-77 

= LO.5 per cent for 19/7-78 

- 8.5 per cent for 1978 and subsequent 
years 


Including a population growth factor of 1.5 per cent on a national 
basis, the gross cost rate increase will approximate 


- 14.5 per cent for 1976-77 
- 12 per cent for. 1977-73 
- 10 per cent for subsequent years 


The rate of escalation of hospital and medical care 
costs together with a lack of flexibility in existing arrange- 
ments and a lack of national standards have been matters of 
joint concern to federal and provincial governments for a number 
of years. At the First Ministers’ Conference in May, 1973, the 
federal government offered a formula providing for grant payments 
related to GNP growth, a $640 million thrust fund, and flexibi- 
lity to use the federal contributions throughout the whole range 
of health services. The provinces rejected this offer in 
September, 1974, but indicated that they were prepared to nego- 
tiate changes in cost-sharing of high-cost services in exchange 
for federal sharing in programs not now supported. 


ah pet 


The Federal and Provincial Health Ministers at their 
Conference on January 14 and 15, 1975, agreed that immediate 
negotiations should be undertaken with the objective of "improving 
cost effectiveness and comprehensiveness of health care delivery 
systems, in the context of present legislative authority, through 
a more flexible approach to financing". It was agreed that the 
negotiations would entail identification of measures to restrain 
the growth of high-cost services that provinces would be prepared 
to adopt in order to permit the extension of federal sharing to 
equally effective but lower-cost alternatives. These negotia- 
tions are now progressing, and will result in recommendations 
being submitted to Federal and Provincial Ministers of Health 
thicetati: 


The budget speech confirms the federal government's 
commitment to the provinces with respect to these negotiations. 


COMBINED FEDERAL CONTRIBUTIONS TO PROVINCES UNDER 
THE HOSPITAL INSURANCE AND DIAGNOSTIC SERVICES 
AND THE MEDICAL CARE ACT 


Percentage Change Over 
Total Previous Year 
(millions of dollars) 


1972-73 1,982 10.4 

1973-74 2,257 13.9 

1974275 2,703 19.8%) 
1975-76 3,189 13.0‘) 

eelee ti; Se5 Se. Oot St eR ORES SA BOR 
(1) 


Estimated 
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PROPOSED CHANGES TO THE UNEMPLOYMENT INSURANCE ACT 


The period of disqualification from benefits for claimants 
who voluntarily leave their employment without good cause, 
who refuse suitable employment or who are dismissed for 
misconduct will be increased to a maximum of six weeks from 
the current three weeks. 


Persons aged 65 and over will no longer be required to pay 
premiums to the Unemployment Insurance Plan. They therefore 
will not be eligible to receive benefits except for the 

special retirement benefit. This is a lump-sum payment 

equal to three weeks of benefit, which is payable if qualifying 
conditions are met. 


The special benefit rate of 75 per cent to claimants with 
dependants eligible for extended benefits, or who are so- 
called "low-income" claimants, will be brought into line 
with the standard benefit rate of 66 2/3 per cent. 


The qualifying period and benefit period for specified 
groups of claimants will be extended beyond the present 
52 weeks. These groups will include, for example, 
claimants on training courses and persons on workmen's 
compensation. 


The payment of the maximum 15 weeks of sickness benefits 
will be made more flexible by allowing eligible recipients 
to receive such benefits at any time during the first 

25 weeks on claim rather than the first 15 weeks as now 
provided. 
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INVESTMENT TAX CREDIT 


To sustain investment in new productive facilities the 
budget proposes a 5-per-cent credit against federal income tax 
for specified investments made between now and, July, 1, 1977. 


The tax credit will apply to the cost of new buildings, 
machinery and equipment acquired for use in Canada primarily in 
manufacturing or processing, exploring, drilling for, or producing 
petroleum or minerals, logging, farming, or fishing. 


A taxpayer will be able to deduct 5 per cent of his 
investment in a qualified property from his federal income tax 
liability. In other words, the cost of the asset to the taxpayer 
is reduced by 5 per cent, and his rate of return on the investment 
is thereby improved. 


The credit is limited in any one year to $15,000 plus 
one half of the taxpayer's federal tax payable in excess ermtnat 
amount. The balance of any unused credit may be carried forward 
for five years, subject to the same annual limitations. 


All taxpayers, including individual small businessmen, 
farmers and fishermen, as well as corporations, will be able to 
use the new credit. 


In the case of eligible buildings now under construction, 
costs incurred in the two-year period are eligible for the credit. 
In the case of buildings started during the two-year period, the 
total cost of construction will be eligible for the credit. 


Where a building is used partly for eligible activities 
and partly for functions such as administration or warehousing, 
the entire cost of the building will be eligible for the credit 
providing its principal use is an eligible activity. 


Leased assets are also eligible providing the lessee 
uses them primarily in Canada in an eligible business, unless the 
lessee is a government or other tax-exempt body. 


All elevators used for the storage of grain will be 
entitled to the tax credit. 


a) 


Draft Regulation to Prescribe Property Eligible 
for the 5 per cent Investment Tax Credit 


(1) Property is a prescribed building if it is depreci- 
able property of the taxpayer that is a building, grain elevator 
or leasehold interest in real property, which is included in 
classes 3, 6, 20, 24, 27 or 28 (other than property described in 
paragraph (ka) of class 10) or paragraph (g) of class 10 of 
Schedule B. 


(2) Property is prescribed machinery or equipment if 
it is depreciable property of the taxpayer that is 


(a) a property included in paragraph (a) of class 2 of 
Schedule B, 

(b) an oil or water storage tank, 

(c) a property included in class 8 of Schedule B (other 
than railway rolling stock), 

(d) a ship as defined in the Canada Shipping Act, 

(e) a property included in paragraph (a) of class 10, or 
class 22, of Sehedulle B (other than a’ car or truck 
designed for use on highways or streets), 

(f) a property included in any of paragraphs (c) to (f), 
Cay Gy, Ce) ram) or “(bp or aclacs- 10 ror schedul S +5. 

(g) a property included in paragraph (1) of class 10, or 
class 15, of Schedule B (other than a roadway), 

(h) a property ineluded) in any of classes 9,921) 24 or 27 
of Schedule B, 

(i) a property included in class 28 of Schedule B (other 
than property described in paragraph (g) or (ka) of 
elass 10) tnereor) = or 

(j) a property included in class 29 of Schedule B. 
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WITHOLDING TAX EXEMPTION 


The budget proposes to make it easier for Canadian 
business to borrow funds abroad by providing an exemption from 
the normal withholding tax on interest paid to non-residents. 


A similar exemption for all government debt -- federal, 
provincial and municipal -- was extended earlier this year to 
securities issued before 1979. 


Both these moves supplement the withdrawal on February 
27, 1975 of foreign borrowing guidelines which since 1970 had 
requested borrowers to exhaust Canadian sources before floating 
issues outside the country. 


The new exemption for interest on private-sector loans 
is restricted to interest paid by a corporation resident in 
Canada to a non-arm's length lender on bonds, debentures or other 
debt obligations having a fixed term to maturity of not less than 
five years that are issued after budget date and before 1979. 


The term “arm's length" is well defined in tax law and 
generally means dealings between unrelated persons. 


The proposed relief from withholding tax is intended to 
increase the flexibility of Canadian business to plan long-term 
debt financing and facilitate access to funds in international 
capital markets. 


The Income Tax Act provides for an increase of the 
basic withholding tax to 25 per cent from 15 per cent on January 
1, 1976. However, tax treaties which Canada is currently negotia- 
ting with more than 35 countries may have the effect of reducing 
this basic rate. For example, in the recently signed treaties 
with France and Belgium, the basic rate was reduced to 15 per 
cent. 
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HOUSING 


A major new commitment of funds is announced for the 
Central Mortgage and Housing Corporation to stimulate residential 
construction this year. Both the existing lending and subsidy 
programs of CMHC will be stepped up. 


I. Loans 


The CMHC authority to commit funds for housing this 
year will be increased by $200 million. This brings the housing 
program of the corporation to $1.2 billion and its over-all LoS 
lending authority to $1.6 billion. It will permit increased 
lending to limited dividend rental projects, to purchasers of new 
homes under the Assisted Home Ownership Program and to provincial 
and other non-profit housing agencies. 


1. Rental Accommodation for Moderate Income Households 


Under this program, CMHC lends to entrepreneurs for the 
construction of rental housing units. Rents chargeable by 
landlords are regulated. About 14,000 housing units have been 
financed under this program in the last 12 months. 


2. The "public" Assisted Home Ownership Program 


Funds are lent for the purchase of moderate-priced 
homes -- typically condominium townhouses. The program is 
designed so that principal, interest and taxes do not exceed 25 
per cent of the buyer's income. Prices of qualifying homes vary 
according to market costs in each area. About 23,000 housing 
units have been financed under this program in the last 12 months 
of which 18,900 were new units. 


3. Non-profit Housing 


This is similar to the program of rental accommodation 
above but is aimed at a lower income group and provides greater 
subsidization through a 10 per cent capital grant or a favourable 
land lease. In this case non-profit corporations or groups 
receive CMHC loans for the construction of rental units for low- 
income families. 


4. Co-operative Housing 


Co-operatives receive CMHC loans to build housing units 
either as non-profit organizations or under the provisions of the 
Assisted Home Ownership Program. 


Som 


as Public Housing 


Provincial housing corporations receive CMHC loans to 
build rental units for low-income households. This program has 
been used extensively to provide housing for senior GlLerzens. 


rt. Grants 


Under these programs, approved by Parliament in March, 
1975, the private market provides mortgage funds for construction 
of both rental and ownership housing. CMHC provides direct 
grants in the form either of payment to landlords reducing the 
rents charged or payments to home buyers reducing their principal 
and interest payments. 


Cost of the higher grants will depend on the response 
of lenders, builders and buyers. 


1. Moderate-cost Rental Program 


Maximum grants per housing unit will be increased to 
$900 from $600 to all eligible applications received prior to 
December 31, 1975 under the "private rental entrepreneurial 
program". 


2. Home Ownership Subsidies 


The maximum grant per unit, payable to the buyer, is 
increased to $1,200 from $600. The grant will apply to all 
eligible units for which an application has been received on or 
before March 31, 1976. Like the public AHOP program, this 
"private AHOP" is designed to reduce principal, interest and tax 
payments to a maximum of 25 per cent of the buyer's income. 


These grants involving mortgage funds from the private 
market have provisions and target groups similar to the comparable 
loan programs. 
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DIRECT EMPLOYMENT MEASURES 


The budget contains a number of special temporary 
measures including training and direct job creation designed to 
relieve unemployment among those groups and areas of the country 
most seriously affected. Funds amounting to $450 million will be 
committed for these purposes over the next two years with $150 
million in disbursements in the current fiscal year. 


Occupational Training 


Outlays by the Department of Manpower and Immigration 
will be increased by a total of $70 million over the next two 
years for additional training in industry and educational institu- 
tions. These additional expenditures will bring federal training 
outlays under the Canada Manpower Training Program to over $500 
million in 1975-76 and will provide more than 19 million days of 
training. 


These training programs help to increase the earning 
power of the unemployed or under-employed by providing them with 
specialized skills. Equally important, these programs help to 
satisfy the needs of employers for trained workers. Under the 
CMTP, the federal government purchases and supports training 
through two avenues: institutional training in schools, community 
colleges and vocational centres; industrial training through 
contracts with employers and employee associations. In addition 
to the purchase of institutional and industrial training, the 
federal government provides allowances of between $43 and $130 
per week to full-time trainees. 


The objective of the CMTP is to adapt Canada's human 
resources to manpower needs. Over the last eight years, approxi- 
mately 1.8 million people have participated in these programs. 


Job Matching and Mobility 


Even when unemployment is high, serious shortages of 
manpower persist in some occupations and geographic areas. The 
Job Matching and Mobility programs deal with this situation by 
matching jobs and workers. An additional $10 million will be 
devoted to this purpose over the next two years. The primary 
requirement is to ensure an efficient exchange of information 
between employers and workers. When occupations with job shortages 
are identified, unemployed workers are hired in the most suitable 
jobs and, where necessary, provided with mobility grants to 
relocate. 
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A New Local Initiatives Program 


The government plans to allocate $285 million to a new 
local initiatives employment program of temporary direct job 
creation over the next two years. The program will consist of 
two eight-month segments from November to June in 1975-76 and 
1976-77 and generate more than 400,000 man-months of employment. 


The Local Initiatives Program, administered by the 
Department of Manpower and Immigration, is aimed at reducing high 
seasonal unemployment and unemployment in specific areas. It 
seeks to improve community life by providing worthwhile employment 
on labour-intensive community betterment projects. Federal funds 
are supplied by contract for projects that may be sponsored by 
private groups or by municipalities. Emphasis will be placed in 
the new program on municipal works and projects. 


Since 1971-72, over $550 million has been made available 
through programs of this type and almost 1,000,000 man-months of 
employment have been created. 


Student Summer Employment and Activities Program 


Over the years private industry has provided more than 
85 per cent of all summer jobs. Some additional direct job 
creation is also necessary to meet the needs of Canadian students 
who enter the labour market each summer. The Student Summer 
Employment and Activities Program supplements private-sector 
hiring and co-ordinates federal activities in this area. Federal 
plans already approved for the summer 1975 program will devote 
about $60 million to job creation including Opportunities for 
Youth and non-salaried activities. Federal government departments 
will also spend some $19 million for direct hiring of students. 


For the summer of 1976, about $60 million will be 
allocated to the job creation and non-salaried activities portion 
of this program, particularly in regions where unemployment is 
most severe. This is expected to provide direct and indirect 
activities to some 425,000 students. 


Federal Labour-Intensive Program 


An amount of $25 million is allocated for a program of 
temporary labour-intensive projects, chiefly of a maintenance and 
construction nature to provide about 30,000 man-months of employment 
over the next two years. Priority will be given to projects that 
can be implemented quickly where unemployment is most serious. 

This program is administered by Treasury Board. 


Deane 


Past Federal Labour-Intensive Programs between 19/0-/1 
and 1972-73 demonstrated that projects could be implemented 
quickly to provide temporary jobs concentrated in provinces where 
unemployment is most severe. Programs since 1971 have created 
over 165,000 man-months of employment and have funded projects 
worth over $140 million. 
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INCOME TAX CHANGES 


The budget proposes a tax increase for higher-income 
taxpayers effective for the 1975 and subsequent taxation 
years. 


A married wage-earner with two children pays more 
tax after income exceeds C27 A 4 POR single wage-earner, 
the tax increase cuts in at edie BLa13 a 


The maximum tax increase is $250, reached by 
married wage earners with two children at an income level of 
$35,721 and by single taxpayers at $33,903. 


The tax change takes the form of a reduction in an 
existing federal tax credit. That credit had been 8 per 
cent of federal taxes with a maximum cut of $750 and a 
minimum of $200. The budget proposal is to drop the maximum 
of the cut to $500 from $750. The 8 per cent rate and $200 
minimum are unchanged. 


This change does not affect provincial taxes. 
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Effect of Proposed Tax Change 


Single Taxpayer 


Se 


Wage And 

Salary 1975 Federal Tax 1975 Federal Tax 

Income Before Change After Change Increase 
25, 000 Ds05> DOOD 0 
27,000 Sinan, 65525 46 
30,000 PaaS, The oi) 130 
35,000 yes: O3505 250 
40,000 L003 abs 2 5 250 
50,000 Taso 16 awe 28) 250 
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Married Taxpayer - Two Children Under Age 16 


25,000 5,050 >, 050 0 
27,000 5,694 5,694 

30, 000 6,660 65/39 igo) 
353,000 8, 366 8,594 228 
40,000 10,294 10,544 250 
50, 000 14,194 14,444 250 
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Income is assumed to be from wages and salaries. Taxpayers 

are assumed to take the optional standard deduction of $100. 

In addition to personal exemptions, CPP/QPP and UIC contributions, 
and the general expense allowance of 3% of wage and salary 
income to a maximum of $150 are deducted from income in 
computing tax. The calculations do not take into account 

any other potential deductions such as child care expenses 

or contributions to private pension plans. Provincial tax 

does not change as a result of the reduction in the federal 

tax cut. For married taxpayers, family allowances at 1975 rates 
are added to wage and salary income in computing tax. 
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TARIFF, SALES AND EXCISE TAX MEASURES 


The budget proposes to remove the 5-per-cent tax on 
insulation materials. This affects a wide range of insulating 
materials and such building components as sealed-double-pane 
glass, storm windows and storm doors. 


The budget also proposes reductions to the special 
excise tax on wines. The tax on wines with not more than 7 per 
cent alcohol is reduced by 20 cents per gallon or the equivalent 
of 34 cents per 25 oz. bottle and on wine with more than 7 per 
cent alcohol by 40 cents per gallon or about 6.5 cents per 25 :0z. 
bottle. These lower rates were in effect before the November 18, 
1974 budget. 


It is also proposed to increase the existing air 
transportation tax levied on air fares. Effective August 1, 1975 
the tax increases to 8 per cent from 5 per cent for flights 
between Canada and the United States (except Hawaii) and between 
Canada and the Islands of St. Pierre and Miquelon. At present a 
maxinumof so. for *thiswtax ais: preseribedi (by Governor-in-Council. 
The tax for flights to other countries is to be increased to $10 
from $5. 


At present, unsolicited gifts to Canadian residents are 
duty and tax exempt only if valuedsatuthOmor decs-e [ijthevgitt 
is valued at more than $10, duty and taxes are payable on the 
full value of the gift, not just on that portion in excess of the 
$10. “The Limaty tor this duty and tax exemption is being increased 
to $15. In the event that the value of the gift exceeds the new 
limit, duty and taxes will be assessed only on the amount in 
excess of $15. 


The temporary free entry for aircraft and aireratt 
engines of types or sizes not made in Canada is being extended 
from June 30, 1975 to June 30, 1976. Free entry for petroleum 
products such as fuel oils, diesel fuels, gasoline and aviation 
fuels which is scheduled to expire on October 23, 1975 will be 
continued until June 30, 1977. 
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DISCUSSION PAPER: FEDERAL SALES AND EXCISE TAXATION 


A discussion paper formally initiating a review of 
commodity taxation and inviting public participation was 
tabled with the budget documents. 


The paper reviews the present system, evaluates 
alternatives and suggests that the federal sales tax be 
moved from the manufacturer's level to the wholesale level. 


Throughout, the paper stresses that the government 
is not committed to the proposed changes and solicits comments 
and opinions on all aspects of the tax from the general 
public and from groups which have particular concerns. 


The discussion paper is primarily concerned with 
the structural aspects of the commodity tax system, that is, 
with the trade level at which taxes are imposed and the 
manner in which they are applied. 


Considerations of scope -- the range of goods 
subject to tax -- are not discussed in any detail although 
comments are welcome as part of the review. 


The term commodity taxes, as used in the paper, 
refers to taxes on the consumption of goods and services and 
does not include import duties. The major element is the 
general 12 per cent sales tax, currently applied at the 
manufacturer's level to all goods sold or imported into 
Canada, except items such as foodstuffs and clothing which 
are exempted. Construction materials are taxed at a preferential 
rate or + per Cent. 


Comments on the commodity tax system, and the 
proposals put forth in the paper, should be addressed before 
Dee wal eecLO7oe Gos 


Commodity Tax Review Group, 
Department of Finance, 

L600 Elgin Street, 

Ottawa, Ontario, 

K1A OG5 
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DISCUSSION PAPER: THE TAX TREATMENT OF CHARITIES 


A discussion paper intended to stimulate public 
debate on the role and activities of charities in present 
society was tabled with the budget documents. 


The paper reviews the treatment of charities under 
the Income Tax Act. 


Proposals for change are advanced, for discussion 
purposes, with regard to such basic charitable activities as 
fund raising, public disclosure of operations, and the 
distribution of funds. 


In addition to the wide circulation of all budget 
documents, this discussion paper is being mailed to more 
than 12,000 charities listed with Revenue Canada, as well as 
religious and other groups engaged in the field. 


Comments will be welcomed up to the Sept. 30, 1975 
deadline by: 


Charities Study Group, 
Department of Finance, 
160 Elgin Street, 
Ottawa, Ontario, 

K1A 0G5. 


GOVERNMENT OF CANADA ANNUITIES 


The budget speech announces that legislation will be 
introduced to increase the rate of return on existing Government 
of Canada annuities, which are held by more than 270,000 Canadians. 
This will bring the rate of return closer in line with that in 
the private sector and thereby increase benefit payments. The 
impact will be enhanced when combined with provisions of the 
November 18, 1974 budget providing for exemption of up to $1,000 
in interest income and up to $1,000 in private pension income. 


Existing holders of government annuities receive 
periodic payments, up to a maximum of $100 monthly, and generally 
are not permitted to withdraw the proceeds in a lump sum. Their 
contractual arrangements limit the interest they earn, and in 
recent years annuity holders have been at a disadvantage relative 
to purchasers of private annuities whose contractual terms and 
conditions are more flexible. 


The budget also announces that the sale of Government 
of Canada annuities will be discontinued. In recent years govern- 
ment annuities have proved unattractive investments in comparison 
with savings and retirement instruments offered by private 
financial institutions. 
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OIL AND GAS POLICY AND PRICING 


The Canadian Response to World Oil Price Changes 


After over a decade of price stability, the price of 
western crude oil began to increase in November 1972, in response 
to rising overseas and U.S. prices. By August, 1973, it had risen 
by 95 cents to about $3.80 per barrel. 


In the face of almost inevitable further price increases 
by the Organization of Petroleum Exporting Countries (OPEC), by 
then world price setters, the Prime Minister, in September 1973, 
requested the domestic petroleum industry to refrain from further 
crude oil and product price increases until the end of January 
1974. Meanwhile oil prices outside Canada continued to rise. To 
ensure that Canada received full international market value for 
its export oil, an export tax was introduced on October 1, 1973. 


In mid-October, OPEC unilaterally increased its price by 
over $1 per barrel. Marginal prices in the international market 
were driven even higher by Arab production cut-backs and the 
selective embargo of certain consuming countries. On January 1 
1974, OPEC announced a further increase of about $4 per barrel. 
This action was followed later in 1974 by an additional rise of $2 
per barrel as producing countries increased their participation in 
the international companies' concessions. 


Early in 1974, First Ministers agreed to extend the 
voluntary price freeze until March 31, to establish a single 
national oil price (exclusive of transportation) of $6.50 per 
barrel commencing April 1 for a period of 15 months, and to 
introduce an Oil Import Compensation Program to bring the price of 
oil imported into eastern Canada into line with the new national 
PELCe. AS a result of this agreement, Canada achieved a single 
domestic price well below international levels, with export tax 
revenues available to offset the cost of the compensation program. 


Since its introduction, the oil export tax (now replaced 
by an export charge) has moved from its initial level of 40 cents 
to a high of about $6.40 per barrel. It stabilized at well over 
$5 for several months and was reduced to $4.70 in June 1975, 
largely because of the effect of low ocean freight rates on the 
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price of oil imported into the U.S., against which Canadian oil 
must compete. In May 1974, the charge was extended to cover 
products refined from domestic crude at rates ranging from $4.00 
to the current level of $3.00 to $3.50 per barrel. 


Despite the current worldwide surplus of oil production, 
transportation and refining capacity, the basic world price 
structure has remained relatively stable since April, 1974. In 
Canada, crude oil prices have remained frozen and product prices 
have changed very little. In February, 1975, oil companies were 
allowed to recover their higher refining and marketing costs, but 
in many cases, competition prevented full recovery. 


Oil Prices at the Wellhead and at Refineries 


The "$6.50 per barrel" price which resulted from the 
March 1974 First Ministers’ Conference relates to the average 
price of crude oil at the wellhead in Alberta. 


It costs on average about 20 cents per barrel to gather 
this oil and transport it by pipeline to Edmonton, the point of 
origin of trunk pipelines serving domestic and export markets. 
The pipeline tariff from Edmonton to Toronto is 60 cents. The 
delivered cost to refineries in Toronto, therefore, is about 
$7.30 per barrel. 


Natural Gas Prices at the Field and in Consuming Areas 


Pipeline transmission costs form the link between field 
prices of natural gas and the price to distributing utilities in 
consuming areas. The latter is known as the “city-gate price". 


At present, the average field price of natural gas in 
Alberta is about 45 cents per 1000 cubic feet. Transmission 
costs to Toronto add 37 cents, resulting in a "city-gate price" 
of about 82 cents per thousand cubic feet. 


When the price of gas is adjusted, it will be on the 
basis of a predetermined city-gate level at Toronto, a reversal 
of the present pricing arrangement. In future, the field price 
will be the established Toronto city-gate price less transmission 
costs. 


On November 1, the price of natural gas at the Toronto 
city-gate will move to $1.25 per 1000 cubic feet. 


SPECIAL EXCISE TAX ON GASOLINE 


The budget proposes a special excise tax of 10 cents a 
gallon on gasoline used for private cars and other personal 
uses, effective June 24, 1975. 


The tax will be payable by the manufacturer, producer, 
or importer of gasoline in a fashion similar to that currently 
employed for the General Manufacturers Sales Tax. That is, 
refiners will be required to pay the excise tax on all their 
sales of gasoline other than those made to other refiners. 


Because the tax will be paid by the producer of gasoline 
before it is sold by retailers to consumers, refunds on purchases 
of gasoline for other purposes will be provided through refund 
claims supported by receipts submitted to the Department of 
National Revenue. It will not be necessary to submit gasoline 
purchase receipts with the refund claims. Such receipts must be 
retained, however, by the claimants in case they are required to 
substantiate their claims. 


The tax is limited specifically to gasoline. It will 
not apply to diesel fuel or aviation fuel because these fuels 
are used almost exclusively for commercial purposes. Heating 
fuels or other similar products used to produce heat or light 
will also be exempt. 


The tax will cover gasoline used in private automobiles, 
in pleasure boats, motorcycles, snowmobiles, and so on. 


Gasoline purchasers from the commercial, industrial, 
resource and government sectors will be able to recover the tax. 
For example, refunds will be available on gasoline used for 
commercial trucking, for service vehicles, taxis and buses. 
Similarly, the tax will be refunded on gasoline used in farm 
vehicles and fishermen's boats. The tax on gasoline used for 
construction or industrial purposes, or in oil and gas, mining 
or forestry industries, will be refundable. Gasoline purchased 
by governments, including municipal, are also outside the scope 
of the tax. 


Questions concerning recovery of the tax should be 
directed to the Regional and District Excise offices of the 
Department of National Revenue. 
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RESOURCE INDUSTRY TAX CHANGES 


The budget proposes to modify the present regime 
for taxation of production profits from mineral resources 
and oil and gas in Canada by: 


- Reducing the 50 per cent rate of corporate tax for 
production profits from minerals, oil and gas to 
the 46 per cent rate generally applicable to 
corporations, effective January 1, 1976. The 
special abatement of 15 points of federal tax is 
to be withdrawn at the same time. 


- Providing an extra deduction from income, as an 
allowance in recognition of provincial resource 
levies. The resource allowance will be prescribed 
by regulation to be 25 per cent of resource production 
profits. For purposes of this allowance, production 
profits will be calculated after operating expenses 
and capital cost allowances but before deduction 
of interest expense, exploration and development 
and earned depletion. 


- The new resource allowance will become effective 
January 1, 1976, and will apply to individuals as 
well as corporations. 


The following table illustrates the new federal 
tax system as compared to the present system as it would 
have been in 1976 for a barrel of crude oil selling at 
$8.00, and using figures for costs and investment which are 
hypothetical but representative: 
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Present New 
System System 
Selling Price $8.00 $8.00 
Less: Operating Costs - 68 
Capital Cost Allowance BA lle. ek. . 83 
A a Siel7 
Less: Resource Allowance @ 252 = 1.79 
a ee BF $5.38 
Less: Other Deductions 
Interest on Debt ~O2 
Exploration 1.00 
Development . 36 
Earned Depletion 45 $1553 S1s03 
$5.34 $3.35 
Federal Tax a Ra Si.26 
Federal Tax Rate: 
Basic Rate 50Z 46% 
Less: Provincial Abatement 10% 10Z 
402 362 
Less: Special Abatement 15% = 
Net Federal Rate say's 362 


These proposals have two main objectives. First, 
it is a practical way of recognizing provincial resource 
levies and of taking them into account, within reasonable 
limits, in determining taxable income. Second, the new 
system will augment appreciably the tax value of the incentives 
already contained in the present system, such as earned 
depletion and the immediate write-off of exploration expenses. 


This can be demonstrated by the effect on the net 
after-tax cost of $1 spent on resource exploration. Under 
the present tax system, assuming a net federal tax rate of 
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25 per cent and a provincial tax rate of 10 per cent, the 
immediate write-off of $1 of exploration and the deduction 
of earned depletion of 33 cents thereon can save a company 
46 cents in taxes, leaving an after-tax cost of 54 cents. 
With the net federal tax rate of 36 per cent under the 
proposed system, the corresponding tax saving would be 61 
cents and the after-tax cost to that same company 39 cents. 
In other words, the after-tax cost of $1 of exploration 
would be reduced from 54 cents to 39 cents, or by more than 
252 per Cent. 


Corporations which increase their exploration 
budgets will find their tax is reduced under the new system. 
Those who do not explore and develop will face an increase 
in taxation. For the industry as a whole, the new special 
resource allowance more than offsets the effect of the 
higher tax rate. 
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EFFECTIVE DATES OF BUDGET ANNOUNCEMENTS 


Taxation year: For 1975 and subsequent taxation years, 
maximum amount of existing 8% tax credit reduced from 
$750 to $500; results in tax increase of up: to $250 for 
taxpayers with income over $25,000-$27,000. 


June 24, 1975: 5Z investment tax credit introduced on a 
wide range of new buildings, machinery and equipment. 
Terminates July 1, 1977. 


June 24, 1975: Interest on long-term corporate bonds, 
debentures and other corporate debt securities becomes 
exempt from non-resident withholding tax. Applies to 
securities issued after June 23, 1975 and before 
December 31, 1978. 


June 24, 1975: Eligible applications for new units under 
moderate-cost rental housing program qualify for 
increase to $900 from $600 in maximum annual subsidies. 
Increase terminates December 31, 1975. 


June 24, 1975: Eligible applications for new units under 
privately-financed Assisted Home Ownership Program 
entitle home-buyer to increase in maximum annual subsidies 
to $1,200 from $600. Increase terminates March 31, 

1976. 


June 24, 1975: 5% sales tax on insulation materials removed. 


June 24, 1975: Various tariff proposals, including increase 
in duty and tax-exempt value for gifts to Canadian 
residents, extension of the duty-free entry for aircraft, 
aircraft engines, petroleum products. 


June 24, 1975: Excise taxes on wine reduced to level existing 
prior to November 18, 1974 budget. 


July 1, 1975: National crude oil price at wellhead increases 
to $8 per barrel from $6.50. Companies asked to refrain 
from reflecting increase in product prices for 45 days. 


August 1, 1975: Increases in Air Transportation Tax; to 8% 
from 52 on Canada-U-S. flights, to $10 from $5 on 
flights to other countries. 


= AQ) = 


November 1, 1975: Natural gas price established at wellhead 
on the basis of an increase at Toronto city gate to 
$i.25 per mci from about 62 cents. 


January 1, 1976: Resource profits taxed at 46 per cent, 15- 
point resource tax abatement withdrawn, and 25-per-cent 
extra deduction from income introduced. 
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